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I. INTRODUCTION

Business format franchising is an increasingly popular business
method. However, as franchisors expand across the United States, they
may be forced to adapt the characteristics of their products to conform to
local cultures. Often this need collides with the demands of trademark law;
namely, the rule against naked licensing and the quality control
requirement. This Article examines the intersection of these two concepts
and argues that the quality control requirement should be abandoned in the
context of business format franchising.
Part II examines the development of the rule against naked licensing
and the quality control requirement. First, it explains the common law of
trademarks and the quality assurance function of trademarks. Then, it
explores the development of the rule against naked licensing and the
quality control requirement. Finally, it summarizes several criticisms of
the quality control requirement. Part III discusses the quality control
requirement in the context ofbusiness format franchising. First, it provides
a brief overview of the history of franchising and several types of franchise
relationships. Second, it explores the role of local culture in business
format franchising. Finally, it examines the reasons for abandoning the
rule against naked licensing in the context of business format franchising.
II. THE DEVELOPMENT OF THE RULE AGAINST NAKED LICENSING

Section A explains the common law oftrademarks. Section B examines
the quality assurance function of trademarks. Section C explores the
development of the rule against naked licensing and the quality control
requirement. Finally, Section D summarizes several criticisms of the
quality control requirement.
A. The Common Law of Trademarks
Prior to the passage of the Lanham Act in 1946, most courts held that
the licensing of a trademark separately from the business for which it had
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been developed constituted abandonment.' Trademark licensing was
thought to be a "philosophical impossibility."2 Historically, the primary
function of a trademark was "to identify the origin or ownership of the
goods to which it is affixed."3 Trademarks were thought to represent to the
consumer the physical source of the product - the place or person from
which or from whom the goods or services originated.4 Therefore, courts
traditionally protected only the "informative function" - identification of
source - of trademarks:
If, by using A's mark, B confuses buyers who mean to buy from A
and rely on the mark to denote A's goods, A is injured and can
claim protection against the diversion of trade caused by B's
appropriation. Besides making A whole, the remedies given him are
thought to help the misled consumer, whose own action for deceit
is probably useless. The buyer should be able to assign praise or
blame to the true source; equally, if it adds to his satisfaction to buy
goods of specific origin, he should be able to do so.'
As a necessary result of this theory, any use of a mark which confused a
consumer as to the trademark's origin was considered deceptive and
therefore unlawful.6
Thus, trademark licensing, which generally involves the use of an
established trademark on goods or services from a new and different
source, was viewed unfavorably.' Because consumers rely on a trademark
1. Dawn Donut Co. v. Hart's Food Stores, Inc., 267 F.2d 358, 366 (2d Cir. 1959); see also
Reddy Kilowatt, Inc. v. MidCarolina Elec. Coop., Inc., 240 F.2d 282, 289 (4th Cir. 1957); Am.
Broad. Co. v. Wahl Co., 121 F.2d 412,413 (2d Cir. 1941); Everett 0. Fisk & Co. v. Fisk Teachers'
Agency, Inc., 3 F.2d 7, 9 (8th Cir. 1924); MacMahan Pharmacal Co. v. Denver Chem. Mfg. Co.,
113 F. 468, 474 (8th Cir. 1901).
2. Lisa H. Johnston, DriftingToward TrademarkRightsin Gross,85 TRADEMARK REP. 19,
23 (1995).
3. Hanover Star Milling Co. v. Metcalf, 240 U.S. 403, 412 (1916); see Elmer William
Hanak, III, The QualityAssuranceFunctionof Trademarks,43 FoRDHAML. REv. 363,363 (1974);
Frank I. Schechter, The RationalBasis of TrademarkProtection,40 HARV. L. REv. 813, 813-14
(1927).
4. Comment, Quality ControlandtheAntitrustLaws in TrademarkLicensing,72 YALE L.J.
1171, 1174 (1963) [hereinafter Quality Control] (citing Baglin v. Cusenier Co., 221 U.S. 580
(1911); Canal Co. v. Clark, 80 U.S. (13 Wall.) 311, 324 (1871); Bulte v. Igleheart Bros., 137 F.
492, 498 (7th Cir. 1905)).
5. Ralph S. Brown, Jr., Advertising and the Public Interest: Legal Protection of Trade
Symbols, 57 YALE L.J. 1165, 1185 (1948).
6. Quality Control, supranote 4, at 1175.
7. Id.; see also Lewis G. Rudnick, An Introduction to Franchising,in INTERNATIONAL
FRANCHISING: AN OVERVIEW 5 (Martin Mendelsohn ed., 1984).
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as a symbol of a single source of a product, and because licensed goods do
not emanate from that single source, licensed goods may confuse and
deceive consumers.' Courts thus condemned trademark licensing as
deception through confusion of source since the use of the trademark by
a person other than the one whose business it identifies would be
inherently misleading9 and held that any attempt by a trademark owner to
authorize another to use its trademark constituted an abandonment of the
trademark and relinquishment of ownership."° A few courts permitted
trademark licensing where the licensor so actively participated in the
preparation of the final product, through the supply of an essential
component, that consumer attribution of source to the licensor was
reasonably accurate."
B. The Quality Assurance Function of Trademarks
In the early twentieth century, the evolving commercial environment
forced changes in the general rule prohibiting licensing. 2 With the
growing complexity of distribution and manufacture, "it became apparent
that many buyers who wanted goods with A's mark neither knew nor cared
for A's identity,"' 3 and "a more sophisticated public no longer anticipated
that all goods bearing a given mark would emanate from the same physical
source."' 4 By the 1920s, courts were searching for a way to legitimize
trademark licensing, and a new definition of the function of trademarks the "quality assurance" or "guaranty" theory - paved the way for
permissible licensing. 5 This theory can be traced to the 1883 U.S.
Supreme Court case of Manhattan Medicine Co. v. Wood, where Justice
Field stated that a trademark is "both a sign of the quality of the article and
an assurance to the public that it is the genuine product of [the owner's]
manufacture." 6
8. Kevin Parks, "Naked" is Not a Four-LetterWord: Debunking the Myth of the "Quality
ControlRequirement" in TrademarkLicensing, 82 TRADEMARK REP. 531, 533 (1992).
9. See Quality Control,supra note 4, at 1175; Dawn Donut Co. v. Hart's Food Stores, Inc.,
267 F.2d 358, 366-67 (2d Cir. 1959) (quoting Am. Broad. Co. v. Wahl Co., 121 F.2d 412,413 (2d
Cir. 1941)).
10. Parks, supra note 8, at 533 (quoting K-mart Corp. v. Cartier, Inc., 486 U.S. 281, 313
(1988) (Brennan, J., dissenting) (citing Everett 0. Fisk & Co. v. Fisk Teachers' Agency, Inc., 3
F.2d 7, 9 (8th Cir. 1924)).
11. Quality Control, supranote 4, at 1177.
12. Parks, supra note 8, at 533.
13. Brown, supra note 5, at 1185.
14. Johnston, supra note 2, at 24.
15. Parks, supranote 8, at 533; see Rudnick, supra note 7, at 5.
16. Manhattan Med. Co. v. Wood, 108 U.S. 218, 222-23 (1883).
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The quality assurance theory was largely developed through the
writings of Frank Schechter, who argued that, in modem society,
trademarks no longer signify actual source to the consumer, but rather
represent a level of quality the consumer had enjoyed in the past.' 7 In his
words, "today the trademark is not merely the symbol of good will but
often the most effective agent for the creation of good will, imprinting
upon the public mind an anonymous and impersonal guaranty of
satisfaction, creating a desire for further satisfactions."' 8 The "quality
assurance" theory holds that, although consumers might not be justified in
relying on a trademark as a symbol of source, they nevertheless rely on a
trademark as an indicator of the quality of the goods to which it was
attached.' 9
As one commentator has explained, "trademarks have been recognized
as serving a second function - that of assuring the purchaser a certain
degree of uniformity or quality in the products to which they are
attached."2" The quality assurance theory developed from a realization that
consumers not only identify a trademark with the source of a product, but
also expect that source to deliver products of the same quality.2' If
consumers rely on trademarks as indicators of quality rather than symbols
of source, then they will not be deceived or misled if trademarked goods
emanated from different sources.22 This second function of trademarks
served as the vehicle through which trademark licensing could be justified
without the burden of requiring active participation by the original owner
of the trademark.23 Schechter himself stated, "once a mark has come to
indicate to the public a constant and uniform source of satisfaction, its
owner should be allowed the broadest scope possible for 'the natural
expansion of his trade' to other lines or fields of enterprise."'24
The quality assurance theory holds that trademarks can indicate to
consumers that goods bearing that mark come from a single source of
consistent quality control, if not from a single physical source of
17. See generallySchechter,supra note 3, at 814-19; Quality Control,supranote 4, at 1175-

76.
18. Schechter, supranote 3, at 819.
19. Parks, supranote 8, at 533-34. See generally Hanak, supra note 3, at 363-65.
20. Hanak, supra note 3, at 363.
21. Johnston, supra note 2, at 24.
22. See Parks, supra note 8, at 534.
23. See id. at 533-34; Quality Control,supra note 4, at 1177; see also Rudnick, supra note
7, at 5 ("A trademark that indicates quality could be used by its owner and others licensed by him,
as long as the owner controlled the quality of the goods or services sold by licensees under the
mark.").
24. Schechter, supra note 3, at 823.
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manufacture.25 The primary function of a trademark, under this theory, is
to indicate to consumers that, when they purchase goods bearing the mark,
they will receive goods of the same character and from the same source as
other goods they previously purchased bearing the mark.26 Trademarks do
not necessarily signify that a product is of a high quality; instead, they
indicate that the quality level, whatever it is, will remain consistent and
predictable across all goods supplied under the mark.27
When the Lanham Act was enacted in 1946, it recognized the quality
assurance function of trademarks and permitted trademark licensing, but
28
only if the licensee's use of the mark would not deceive the public.
Section 5 provides:
Where a registered mark or a mark sought to be registered is or may
be used legitimately by relatedcompanies, such use shall inure to
the benefit of the registrant or applicant for registration, and such
use shall not affect the validity of such mark or of its registration,
provided such mark is not used in such manner as to deceive the
public.29
Section 45 defines "related company" as "any person whose use of a mark
is controlled by the owner of the mark with respect to the nature and
quality of the goods or services on or in connection with which the mark
is used."3
C. The Rule Against Naked Licensing and the Quality
ControlRequirement
1. The "Related Company" Provisions of the Lanham Act
Although § 5 does not expressly cover trademark licensing, it clearly
contemplates legitimate use by related companies, provided the mark is
25. David J. Franklyn, The Apparent ManufacturerDoctrine,TrademarkLicensors andthe
Third Restatement of Torts, 49 CASE W. RES. L. REv. 671, 679 (1999).
26. Id. (citing Revlon, Inc. v. La Maur, Inc., 157 U.S.P.Q. 602 (T.T.A.B. 1968)).
27. Id. (citing 1 J. THOMAS MCCARTHY, MCCARTHY ON TRADEMARKS AND UNFAIR
COMPETITION § 3:10 (4th ed. 1996)).
28. See, e.g., Dawn Donut Co. v. Hart's Food Stores, Inc., 267 F.2d 358, 367 (2d Cir. 1959);
Rudnick, supranote 7, at 5-6; Ann E. Doll, TrademarkLicensing:Quality Control, 12 J. CONTEMP.
LEGAL IssuEs 203, 203 (2001); Leslie D. Taggart, Trade-Marks and Related Companies:A New
Concept in Statutory Trade-MarkLaw, 14 LAW&CONTEMP. PROBS. 234,234-36 (1949); Quality
Control, supranote 4, at 1179.
29. 15 U.S.C. § 1055 (2005) (emphasis added).
30. 15 U.S.C. § 1127 (2005) (emphasis added).
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not used deceptively,31 and is generally interpreted to permit licensing.32
Section 45 states that a trademark will be deemed abandoned if the owner,
inter alia,causes the mark to lose its significance as a trademark.33 As one
commentator explained, "although the act does not deal extensively with
trademark licensing, it has been generally assumed that it confers benefits
upon not only those licenses that fulfill the prerequisites of the source
theory, but also upon those that meet the less demanding standards of the
guaranty theory. 3 4 The Lanham Act thus reflects the dual nature of
trademarks to indicate either source, quality, or both, depending on the
manner in which they are used.35
2. The Rule Against Naked Licensing and Its Rationales
Courts have interpreted the "related company" provisions of the
Lanham Act (sections 5 and 45) to permit trademark licensing, but only
where the owner retains appropriate quality control over the licensee's use
of the trademark. 36 A trademark owner is free to license use of the mark
for goods or services, but the licensor must ensure, in some way, that the
goods or services with which the mark is used meet the licensor's quality
standards.37 In other words, "a trademark owner's duty under the Lanham
Act not to use the mark in a manner that deceives the public entails a duty
to control the quality of its licensees' products. ' 3' Reliance on the "quality
assurance" function of trademarks relieves the trademark owner of the
31. See Quality Control, supra note 4, at 1179.
32. See, e.g., Taggart, supra note 28, at 236 (distinguishing .'related company' situations"
from complete assignments). See generallyHarry L. Shniderman, Trade-MarkLicensing-A Saga
of Fantasy andFact, 14 LAW & CONTEMP. PROBS. 248, 249-52 (1949).
33. See 15 U.S.C. § 1127 (2005); see also Noah D. Genel, Note, Keep it Real: A Callfor a
Broader Quality Control Requirement in Trademark Law, 8 FoRDHAM INTELL. PROP. MEDIA &
ENT. L.J. 269, 275 (1997).
34. Quality Control,supra note 4, at 1179.
35. See Franklyn, supra note 25, at 679.
36. See, e.g., Barcamerica Int'l USA v. Tyfield Importers, Inc., 289 F.3d 589, 595-96 (9th
Cir. 2002); Ky. Fried Chicken Corp. v. Diversified Packaging Corp., 549 F.2d 368, 387 (5th Cir.
1977); Haymaker Sports, Inc. v. Turian, 581 F.2d 257, 261 (C.C.P.A. 1978); see also William A.
Finkelstein & Christopher P. Bussert, Trademark Law Fundamentalsand Related Franchising
Issues, in FUNDAMENTALS OF FRANCHISING 38 (Rupert M. Barkoff & Andrew C. Selden eds.,
2004); Doll, supranote 28, at 203; Parks, supranote 8, at 534; Joseph Schumacher et al., Retaining
andImproving BrandEquity by Enforcing System Standards,24 FRANCHISE L.J. 10, 10-11 (2004);
Quality Control,supranote 4, at 1173 ("[L] icensing between any two parties is permissible so long
as the licensor controls the quality of the licensee's product in order that the public is not
deceived."); William J. Seiter, On Your Mark, 25 L.A. LAW. 37, 38 (2003).
37. See Pamela S. Chestek, Control of Trademarks by the Intellectual Property Holding
Company, 41 IDEA 1, 11 (2001).
38. Seiter, supra note 36, at 38.
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burden of active participation, substituting the lesser obligation of quality
control.39 However, failure to provide sufficient quality control may still
result in a finding that the owner has executed a "naked license" - one
that grants unrestricted use of the trademark to the licensee - and a
determination that the mark has been abandoned.4 ° Procedurally,
abandonment through failure to exercise quality control (i.e., naked
licensing) most often arises as an "unclean hands" defense to a claim of
infringement. 4 '
The purpose of the quality control requirement is to protect the public
by providing consumers with reasonable assurance of consistency in the
quality of products bearing the trademark.42 Consumers will be assured of
the same level of quality they have come to expect in the goods or
services, regardless of the actual physical source of the goods. 43 The
underlying theory is that when a licensor does not maintain control of its
licensees' use of the trademark, the public may be misled or deceived by
products that, despite the trademark they bear, do not have the expected
level of quality."
In Dawn Donut Co. v. Hart's Food Stores, Inc., the U.S. Court of
Appeals for the Second Circuit explained,
[w]ithout the requirement of control, the right of a trademark owner
to license his mark separately from the business in connection with
which it has been used would create the danger that products
bearing the same trademark might be of diverse qualities. If the
licensor is not compelled to take some reasonable steps to prevent
misuses of his trademark in the hands of others the public will be
deprived of its most effective protection against misleading uses of
a trademark.... Clearly the only effective way to protect the public
where a trademark is used by licensees is to place on the

39. Quality Control,supranote 4, at 1177.
40. Doll, supra note 28, at 204; see BarcamericaInt'l USA, 289 F.3d at 596; Church of
Scientology Int'l v. Elmira Mission of the Church of Scientology, 794 F.2d 38,43 (2d Cir. 1986);
Dawn Donut Co. v. Hart's Food Stores, Inc., 267 F.2d 358, 366 (2d Cir. 1959); Haymaker Sports,
Inc., 581 F.2d at 261; Parks, supra note 8, at 534; Schumacher et al., supra note 36, at 11.
41. See, e.g., BarcamericaInt'l USA, 289 F.3d at 596; Hanak, supra note 3, at 365; Parks,
supra note 8, at 541.
42. See Transgo, Inc. v. Ajac Transmission Parts Corp., 768 F.2d 1001, 1017 (9th Cir. 1985);
Dawn Donut Co., 267 F.2d at 367; Haymaker Sports, Inc., 581 F.2d at 261; Doll, supra note 28,
at 203; Parks, supra note 8, at 534.
43. Chestek, supra note 37, at 10.
44. See Doll, supra note 28, at 203-04; see also Church ofScientology Int'l, 794 F.2d at 43;
Dawn Donut Co., 267 F.2d at 367; Seiter, supra note 36, at 38-39.
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licensor the affirmative duty of policing in a reasonable manner the
activities of his licensees.45
Thus, the quality control requirement is imposed46 to ensure that licensed
trademarks remain reliable indicators of quality.
The trademark owner has an affirmative duty to exercise proper quality
control over its licensees.47 Merely providing for quality control in the
licensing agreement is neither necessary nor usually sufficient; the
trademark owner must actually exercise some degree of control over the
licensee.48 In other words, "[h]aving the right to control quality is one
thing. Doing it is another, and trademark law demands some level of actual
control . . . ."' In fact, most courts require both the right to exercise
control, as well as the actual exercise of that right.5 ° Quality control
measures might include the provision of detailed specifications and
standards for goods to be produced; the submission of plans, drawings,
models, and actual samples; unannounced inspections of the licensee's
facilities; and detailed rules about the size, proportions, and use of the
trademark.5'
However, the amount of control required in any case varies with the
circumstances, depending on product type and the relationship between the
licensor and the licensee. 2 Neither "quality" nor "control" is defined by
the Lanham Act.53 There is no set level of quality control that a licensor
must exercise; it must only ensure that the quality of goods emanating
from the licensee are not so different from the quality of goods emanating
from the licensor that the public will be deceived by their use of the same

45. Dawn Donut Co., 267 F.2d at 367.
46. See Barcamerica Int'l USA, 289 F.3d at 596; Parks, supra note 8, at 534; Schumacher
et al., supra note 36, at 10; see also Ky. Fried Chicken Corp. v. Diversified Packaging Corp., 549
F.2d 368, 387 (5th Cir. 1977) ("If a trademark owner allows licensees to depart from its quality
standards, the public will be misled, and the trademark will cease to have utility as an informational
device. A trademark owner who allows this to occur loses its right to use the mark.").
47. E.g., Dawn Donut Co., 267 F.2d at 367; Doll, supranote 28, at 204, 207.
48. See Finkelstein & Bussert, supra note 36, at 39; Doll, supranote 28, at 204; Schumacher
et al., supra note 36, at 10-11; Seiter, supra note 36, at 40 ("Licensors should craft a sensible
program for monitoring and inspecting the actions of their licensees and not rely on the contract
as a pro forma fig (or grape) leaf to cover a naked license."); see also Haymaker Sports, Inc. v.
Turian, 581 F.2d 257, 261 n.8 (C.C.P.A. 1978).
49. Schumacher et al., supra note 36, at 11.
50. Jill Sarnoff Riola, Practical Strategies for Global Trademark Licensing, 7 J.
PROPRIETARY RTS. 11, 12 (Oct. 1995).
51. Franklyn, supra note 25, at 688-89.
52. See, e.g., Doll, supra note 28, at 204; Seiter, supra note 36, at 39.
53. See Franklyn, supra note 25, at 686.
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trademark.54 In FTC v. Borden Co., Justice Stewart explained that "[a]n
important ingredient of the premium brand inheres in the consumer's
belief, measured by past satisfaction and the market reputation established
by [the trademark owner] for its products, that tomorrow's [goods] will
contain the same premium as that purchased today."55 In other words, the
quality control requirement does not mandate "high quality," but only
"even quality" or a "consistent level of quality. 56 "[T]he standard of
quality which the licensee must meet is that of the licensor's own goods,
whether high, low or mediocre."57
The question of adequate control is answered on a case-by-case basis
and is a question of fact without any clear standard.58 Courts have found
adequate control where the licensor had a contractual right to exercise
control but did not do so," where the license agreement did not provide for
quality control but the licensor in fact reasonably inspected the licensee's
merchandise,60 and where there were no complaints about the quality of
the goods for a substantial period of time.6' On the other hand, courts have
found inadequate control where the licensing agreement created an express
right of the licensor to inspect and supervise the licensee's operations but
the licensor rarely did so,62 where the licensing agreement allowed the
licensee to use the mark on any product it chose,63 where the licensor made
no efforts to control the quality of the products,' and where the licensor
had no contact with the licensee for a number of years.65 As one scholar
explained,
54. Chestek, supra note 37, at 12.
55. FTC v. Borden Co., 383 U.S. 637, 651 (1966) (Stewart, J., dissenting); see also Societe
Des Produits Nestle, S.A. v. Casa Helvetia, Inc., 982 F.2d 633,636 (1st Cir. 1992) ("Every product
is composed of a bundle of special characteristics. The consumer who purchases what he believes
is the same product expects to receive those characteristics on every occasion.").
56. Franklyn, supranote 25, at 686.
57. William M. Borchard & Richard M. Osman, Trademark Sublicensing and Quality
Control, 70 TRADEMARK REP. 99, 101 n.1 1(1980); see also Franklyn, supra note 25, at 686-87.
58. Chestek, supra note 37, at 13.
59. See, e.g., Engineered Mechanical Servs., Inc. v. Applied Mechanical Tech., Inc., 584 F.
Supp. 1149 (M.D. La. 1984); Wolfies Rest., Inc. v. Lincoln Rest. Corp., 143 U.S.P.Q. 310 (N.Y.
Sup. Ct. 1964).
60. See, e.g., Carl Zeiss Stiftung v. V.E.B. Carl Zeiss, Jena, 293 F. Supp. 892 (S.D.N.Y.
1968).
61. See, e.g., Land O'Lakes Creameries, Inc. v. Oconomowoc Canning Co., 330 F.2d 667
(7th Cir. 1964).
62. See, e.g., First Interstate Bancorp v. Stenquist, 16 U.S.P.Q.2d 1704 (N.D. Cal. 1990).
63. See, e.g., Stanfield v. Osborne Indus., Inc., 52 F.2d 867 (10th Cir. 1995).
64. See, e.g., E.F. Prichard Co. v. Consumers Brewing Co., 136 F.2d 512 (6th Cir. 1943);
Midwest Fur Producers Ass'n v. Mutation Mink Breeders Ass'n, 127 F. Supp. 217 (D. Wis. 1954).
65. See, e.g., Sheila's Shine Prods., Inc., v. Sheila Shine, Inc., 486 F.2d 114 (5th Cir. 1973).
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[u]nfortunately, it is impossible to discern from the cases a single
test for determining which type of control or how much control
must be contractually retained or actually exercised. . . .[T]he
relevant cases are all over the map. At one end of the spectrum are
cases holding that the licensor must exercise extensive control over
the licensee, including the provision of initial specifications, and
then police the licensee to ensure those specifications are followed.
...At the other end of the spectrum are cases holding that the mere
contractual right to exercise quality control is sufficient. Between
these extremes are cases upholding varying degrees of control,
including cases finding no abandonment despite the licensor's
"reasonable reliance" on its licensees to establish specifications, set
66
quality standards and otherwise monitor quality.
In any case, the licensor must prove that it used reasonable methods to
assure that the licensee was meeting certain quality standards.67
D. Criticism of the Quality ControlRequirement
The rule against naked licensing, although generally accepted,6" is not
beyond question. At least one commentator has suggested that "the quality
control requirement should be abandoned as a legal fiction that lacks a
sound theoretical foundation, has no practical benefits, and is inconsistent
with the realities of the modem market place., 69 Another has argued that
the quality control requirement should be strengthened and broadly
imposed.7" One scholar has argued that while trademarks receive
protection in part to foster innovation and quality competition, both
unrestricted trademark licensing and the quality control requirement
inhibit innovation and discourage quality competition. 7 ' A variety of
general arguments have been raised against the quality control
requirement.
First, the quality control requirement unjustly and illogically forces
inconsistent treatment of licensing and non-licensing trademark owners,
in that an ordinary non-licensing trademark owner has no duty to prevent
diversity in the quality of goods bearing its trademark, while a licensing
66.
67.
68.
69.
70.
71.

Franldyn, supra note 25, at 689.
Doll, supra note 28, at 205.
See Parks,supra note 8, at 535.
Id. at 531.
See generally Genel, supra note 33.
See Quality Control, supranote 4, at 1190-91.
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trademark owner does.7 2 This disparity is illogical because consumers will
suffer equivalent injuries when they buy goods that fluctuate in quality,
regardless of whether they purchase the goods directly from the trademark
owner or from a licensee.73 Second, imposition of the quality control
requirement introduces a multitude of practical problems for trademark
owners and courts - for example, the level of quality and the degree of
control required.74 Finally, because the quality control requirement is most
often raised as an "unclean hands" defense to a claim of infringement, and
because a trademark owner that executes a naked license does not lose its
right of continued use, the result is two deceptive trademarks instead of
one.75 Thus, the quality control requirement actually acts against the public
interest, rather than protecting it, by enhancing the risks of consumer
deception and confusion.76
Several scholars have attacked the quality assurance function itself.
One commentator has asserted that "[e]xposing the dubious origin of the
quality assurance theory should.., clear the way for the elimination of the
quality control requirement."77 The theory behind this argument is that
Schechter's writings were misunderstood, and that the crystallization of a
"guaranty" function of trademarks was a mistake or an overstatement of
what Schechter might have called the "persuasive" or "advertising"

72. See, e.g., Noel Gillespie, Licensing and the "Related Companies" Doctrine, 12 J.
CONTEMP. LEGAL ISSUES 209,210 (2001); Parks, supranote 8, at 536-38 (citing Dawn Donut Co.
v. Hart's Food Stores, Inc., 267 F.2d 358, 367 (2d Cir. 1959); 1 JEROME GILSON, TRADEMARK
PROTECTION AND PRACTICE § 6.01[4] (1991); William R. Woodward, Some Observations on
Legitimate Controlof the Natureand Quality of the Goods, 49 TRADEMARKREP. 609,611 (1959));

Genel, supranote 33, at 289.
73. See Genel, supra note 33, at 289.
74. See, e.g., Gillespie, supra note 72, at 211; Parks, supra note 8, at 538-41 (citing Dawn
Donut Co., 267 F.2d at 367; William M. Borchard & Richard M. Osman, TrademarkSublicensing
and Quality Control, 70 TRADEMARK REP. 99, 101 n.1 1 (1980); Ronald B. Coolley, Related
Company: The RequiredRelationship in TrademarkLicensing, 77 TRADEMARK REP. 299 (1987);
F. Vern Lahart, Control- The Sine Qua Non ofa Valid TrademarkLicense, 50 TRADEMARK REP.
103 (1960); Alfred M. Marks, TrademarkLicensing - Towards a More Flexible Standard, 78
TRADEMARK REP. 641, 644-45 (1988); TrademarkLicensing: The Problem ofAdequate Control,
59 TRADEMARK REP. 820 (1969)).
75. See, e.g., Gillespie, supra note 72, at 210-11; Parks, supra note 8, at 541-44 (citing 15
U.S.C. §§ 1055, 1064, 1119, 1127 (1992); Everett 0. Fisk & Co. v. Fisk Teachers' Agency, Inc.,
3 F.2d 7 (8th Cir. 1924); In re Celanese Corp. of Am., 136 U.S.P.Q. 86, 87-88 (T.T.A.B. 1962);
TRADEMARK MANUAL OF EXAMINING PROCEDURE § § 1201, 1201.08(a) (1986); Developments in
the Law: Trademarksand UnfairCompetition,68 HARv. L. REv. 814, 873-74, 885-95 (1955)); see
also Hanak, supra note 3, at 367-68; Genel, supra note 33, at 299.
76. See Gillespie, supranote 72, at 211; Parks, supranote 8, at 342-44; see alsoGenel, supra
note 33, at 299.
77. Parks, supra note 8, at 545.
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function.78 Most critics conclude that the quality assurance function is
merely a facet or subset of the source function; in other words, "the source
theory has been broadened to include not only manufacturing source, but
also the source of standards of quality of goods bearing the mark."79 In this
sense, the quality assurance function is merely a restatement of the source
theory, implying that a trademark guarantees nothing but the source or
affiliation of the product bearing the trademark.8 °
III. THE QUALITY CONTROL REQUIREMENT IN BUSINESS
FORMAT FRANCHISING

Section A provides a brief overview of the history of franchising and
several types of franchise relationships. Section B explores the role of
local culture in business format franchising. Finally, Section C examines
several reasons for abandoning the rule against naked licensing in the
context of business format franchising.
A. Overview ofFranchising
1. History of Franchising
Franchising as a widespread form of business is a relatively recent
phenomenon, in that it was not fully developed until the 1950s. 8' The
major growth in franchising occurred after World War II, as a booming
economy and growing population created an increasing demand for goods
and services, as well as an opportunity for enterprising businessmen to
provide these goods and services.82 The expansion of trademark licensing
78. See id. at 532-33; see also Brown, supra note 5, at 1186-87.
Schechter never argued that a trademark's second function was tantamount to a
legal "guaranty" of the quality level of the marked goods; the dubbing of the
"guaranty" function of trademarks was probably a mistake, or at least an
overstatement of what might have been coined more precisely as the "persuasive"
or "advertising" function. But the misnomer took hold, and through repetition was
taken more literally.
Parks, supra note 8, at 532.

79. Parks, supranote 8, at 553 (quoting 2 J. THOMASMCCARTHY, TRADEMARKS AND UNFAIR
§ 3:4 (1991)); see id.at 553-57; see also Genel, supra note 33, at 289-91.
80. Parks, supra note 8, at 553; see also Brown, supranote 5, at 1186-87; Genel, supranote
33, at 289-91.
81. See Rudnick, supranote 7, at 1.
82. Id. at 5.
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law that occurred in the 1930s and 1940s also facilitated the growth of
modem franchising. 83 Today, franchising may be defined as
[a] business form essentially consisting of an organization (the
franchisor) with a market-tested business package centered on a
product or service, entering into a continuing contractual
relationship with franchisees, typically self-financed and
independently owner-managed small firms, operating under the
or services
franchisor's trade name to produce and/or market 8goods
4
according to a format specified by the franchisor.
Franchising, both within and outside the United States, continues to
develop, as many American franchisors have successfully franchised both
nationally85and internationally and continue to expand their franchising
programs.
2. Product Distribution Franchising
There are two general types of franchise relationships: product
distribution franchises and business format franchises. A product
distribution franchise is formed to market or distribute products that are
made by the franchisor.86 Instead of selling to a broad range of distributors,
the franchisor sells its products exclusively to selected franchisees who
deal solely in such products and typically do not sell a competing
product.87 The purpose of this type of franchise is to provide the franchisor
with a distribution system for marketing its products.88 In this form of
franchising, the franchisor obtains the majority of its revenues from the
sale of goods to its franchisees at a markup.89 Common examples of
product distribution franchises include gasoline stations, car dealerships,
and soft drink bottlers. 90
83. See id. at 5-6.
84. James Curran & John Stanworth, Franchisingin the Modern Economy - Towards a
Theoretical Understanding,2 INT'L SMALL BUS. J. 8, 11 (1983).
85. Rudnick, supra note 7, at 8.
86. See Finkelstein & Bussert, supranote 36, at 37; Francine Lafontaine & Kathryn L. Shaw,
FranchisingGrowth and FranchisorEntry and Exit in the U.S. Market: Myth and Reality, in
FRANCHISING: AN INTERNATIONAL PERSPECTIVE 168 (Frank Hoy & John Stanworth eds., 2003);
Rudnick, supra note 7, at 27.
87. Rudnick, supra note 7, at 28.
88. See Finkelstein & Bussert, supra note 36, at 37.
89. Lafontaine & Shaw, supra note 86, at 168.
90. See id.
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3. Business Format Franchising
Under a business format franchise, the franchisor provides the
franchisee a license to use one or more trademarks and also provides a
business format for the retail sale of goods and services under the
trademark. 9' The franchisor typically does not manufacture any products
but may supply expertise, training, guidance, advertising, equipment,
ingredients, raw materials, and packaging materials.92 Common examples
of business format franchises include restaurants, hotels and motels, and
car repair services. 93
The franchisee usually deals exclusively in the franchisor's goods or
services, has responsibility for production of the final consumer product,
and is required to adopt the franchisor's trademark and overall presentation
format.9 4 Thus, a business format franchise is distinct from a product
franchise because it franchises not only a product, but a "merchandising
concept."95 The franchisee is selling not only the product, but the manner
in which it is presented. This combination of product and design is
sometimes called the "package," and the development of the package is as
important as the individual elements that comprise it. 96
The total image of the franchise might include architecture, signage,
colors, floor plans, decor, lists of services or menus, equipment, and staff
uniforms, among other features. 97 Traditionally, courts held that these

elements of a business (collectively, "trade dress") were not protectible as
trademarks.98 However, the recent trend has been toward increased
protection for the nonfunctional elements of the total image of a business,
comprising its trade dress. 99 Trade dress is nonfunctional if it is "an
91. See, e.g., Finkelstein & Bussert, supranote 36, at 37; Lafontaine & Shaw, supranote 86,
at 168; Rudnick, supra note 7, at 29.
92. See Finkelstein & Bussert, supra note 36, at 37.
93. See id.at 38.
94. Id.; see Lafontaine & Shaw, supra note 86, at 168.
95. See CoLEMAN R. ROSENFIELD, THE LAW OF FRANCHISING § 48, at 54 (1970).
96. Id. § 48, at 54-56.
97. E.g., David Gumick, IntellectualPropertyin Franchising:A Survey of Today's Domestic
Issues, 20 OKLA. CITY U. L. REv. 347, 362 (1995).
98. See id. at 361 (citing Denton v. Mr. Swiss, Inc., 564 F.2d 236 (8th Cir. 1977); Bonanza
Int'l, Inc. v. Double "B," 331 F. Supp. 694 (D. Minn. 1971); Shakey's Inc. v. Martin, 430 P.2d 504
(Idaho 1967)).
99. See id. at 361-62 (citing Qualitex Co. v. Jacobson Products Co., 115 S. Ct. 1300 (1995);
Two Pesos, Inc. v. Taco Cabana Int'l, Inc., 505 U.S. 763 (1992); Fuddruckers, Inc. v. Doc's B.R.
Others, Inc., 826 F.2d 837 (9th Cir. 1987); John H. Harland Co. v. Clarke Checks, Inc., 711 F.2d
966 (11 th Cir. 1983); My Pie Int'l, Inc. v. Debould, 687 F.2d 919 (7th Cir. 1982); T.G.I. Friday's,
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arbitrary aspect of the business used for identification rather than to
facilitate operation of the business."100
Franchising as a business form is replete with advantages for both
franchisors and franchisees. "' An early book on franchising explained that
[f]ranchising is essentially a method of distribution which combines
the advantages of an integrated corporate network with those
advantages inherent in individual business proprietorships. A
franchisor does not have to acquire and deploy the capital,
manpower or organisation of a vertically integrated chain. The
franchisor is able to obtain the benefits of franchisee-financed
growth, local owner management and avoidance of the
inefficiencies and costs of centralised management. Moreover, the
franchisor is at least partially insulated from the failure of an
individual outlet. The franchisee, in turn, acquires an instant public
reputation, training, advertising and other support services, which
enables an individual entrepreneur to [compete] with large
corporate chains and nationally recognised brand-name products
and services.' 02
Franchisors generally furnish initial and continued training, guidance, and
other assistance to their franchisees, enabling otherwise inexperienced
businessmen to compete in the marketplace; in turn, an individual
franchisee's risk of failure is greatly reduced by his participation in a
franchise system in which the franchisor provides training, proven
marketing, and operation programs.'0 3 The major advantage to the
franchisor is the capability of rapid expansion and market penetration, with
committed to their
the participation of local, highly motivated managers
14
business because of their ownership interest.
B. The Role of Local Culture in Business FormatFranchising
Most of the scholarly discussion about the cultural impact of
franchising has occurred on the international level. However, in a country
Inc. v. Int'l Rest. Group, 569 F.2d 895 (5th Cir. 1978); Warehouse Rest., Inc. v. Customs House
Rest., Inc., 217 U.S.P.Q. 411 (N.D. Cal. 1982)).
100. Id. at 362 (citing Prufrock Ltd. v. Lasater, 781 F.2d 129 (8th Cir. 1986); My Pie Int'l, Inc.
v. Debould, 687 F.2d 919 (7th Cir. 1982); T.G.I. Friday's, Inc. v. Int'l Rest. Group, 569 F.2d 895
(5th Cir. 1978); Haagen-Dazs, Inc. v. Fursen Gladje Ltd., 493 F. Supp. 75 (S.D.N.Y. 1980)).
101. See generally Rudnick, supra note 7, at 8-12.
102. Id. at 11-12.
103. See id. at 9.
104. See id.

NAKED TRADEMARK LICENSES IN BUSINESS FORMAT FRANCHISING

as geographically expansive and as culturally diverse as the United States,
domestic franchising often presents the same issues as international
franchising. Therefore, this Article analogizes domestic franchising in the
United States to franchising on an international scale, examining the same
types of cultural resistance and friction.
When a U.S. business franchises internationally, it may encounter some
resistance or even hostility. The cultural, economic, and political contexts
of the "host country" may be favorable or unfavorable to franchising." °5
The presence of a new franchise in the local culture may be regarded by
the host country's citizens as intrusive. The perceived inability of the
business to control the cultural impact of the franchise may result in its
rejection, or alternatively, in its admission and consequent targeting as a
harbinger of cultural imperialism. 6 A business intending to franchise
must be aware of the local culture. As one scholar stated, "Culture is
elusive. It is difficult for a person from one [environment] to fully
understand what a person from another [environment] views as culture and
what emphasis and value
that [environment] places on culture, and
10 7
therefore its protection."'
Ultimately, the franchise's international success will depend on the
extent to which the franchisor comprehends and adapts to cultural and
societal disparities.' The failure of a business to understand and adapt to
cultural differences has led to many business blunders.0 9 For example,
product modification is occasionally required to conform to local tastes or
conditions.'10 Adaptation of product packaging is often necessary to attract
the local consumer to the product or to maintain the product's integrity in
a new environment."' Sometimes a business must change its marketing
materials and strategies or its pricing practices in order to successful." 2
Often a business entering an international franchise maintains its
105. See generally Curran & Stanworth, supra note 84, at 25-27.
106. Michael Wallace Gordon, Hamburgers Abroad: Cultural Variations Affecting
FranchisingAbroad, 9 CONN. J. INT'L L. 165, 172 (1994).
107. Id.at 183.
108. See DAvID A. RIcKS, BLUNDERS IN INTERNATIONAL BUSINESS 4 (3d ed. 1999); Gordon,

supra note 106, at 171 ("The cultural conflicts may be attributable to: (1) a lack of understanding
of the local culture; (2) an assumption that an understood culture is unimportant; or, (3) an inability
to effectively deal with a culture which is understood, and which the company does not wish to
disturb."). See generally RICKS, supra;John S. Hill & Richard R. Still, Adapting Productsto LDC
Tastes, HARV. Bus. REV., Mar.-Apr. 1984, at 92; David Altany, Culture Clash, INDUSTRY WK.,
Oct. 2, 1989, at 13.
109. See generally RICKS, supra note 108.
110. Id.at22.
111. Id.
112. See id at 49-74.

JOURNAL OF TECHNOLOGYL4W& POLICY

[Vol. I0

architectural style, no matter how it may conflict with local architectural
tastes." 3' The business may also maintain its menu, no matter what the
local preferences or tastes might suggest is more suitable." 4 It may also
maintain a uniformity of taste, no matter what the taste buds of the local
culture are trained to recognize and deem pleasurable." 5 Finally, the
business may maintain a consistency in price, even if locally its goods are
priced out of the mass market most franchises seek to serve." 6 These
blunders can lead to the failure of the international franchise.
However, these kinds of cultural adjustments are oftenjust as necessary
in domestic franchising as they are in the international context. For
example, a New England company seeking to franchise in the Southwest
may need to adapt its architecture or d6cor or the taste and ingredients of
its products. The failure to adjust to the local culture, due to a lack of
understanding or a resistance to change, may doom the franchise to
collapse.
C. The Rule Against Naked Licensingand Business Format
FranchiseAgreements
1. The Importance of Quality and Consistency
Sometimes a business's failure to adapt to local culture results from a
desire to maintain consistency within the franchise. In one respect, this
desire is driven by the rule against naked licensing and the quality control
requirement. But franchisors usually also desire to control very closely the
behavior of their franchisees in order to maintain product quality and
consistency." 7 Often business format fi-anchisors invest enormous amounts
of time and money in maintaining consistency simply because the market
compels them to do so.
Maintaining a consistent level of quality throughout the franchise
system is a major advantage of franchising and enriches the informational

113.
114.
115.
116.
117.

Gordon, supra note 106, at 170.
Id.
Id.
Id. at 170-71.
See Stuart Hershman & Andrew A. Caffey, Structuringa Unit FranchiseRelationship,
in FUNDAMENTALS OF FRANCHISING, supra note 36, at 78; John Stanworth & James Curran, Colas,
Burgers, Shakes, and Shirkers: Towards a Sociological Model of Franchising in the Market
Economy, in FRANCHISING: AN INTERNATIONAL PERSPECTIVE, supra note 86, at 57; Schumacher

et al., supra note 36, at 10. See generally Principe v. McDonald's Corp., 631 F.2d 303, 309 (4th
Cir. 1980).
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value of the franchisor's trademarks." 8 As one commentator has
explained, "[i]n no other method of doing business are controls more
necessary than in franchising... Successful franchising depends upon the
development and maintenance of uniform specifications, standards and
operating procedures in the franchisee's business to ensure uniform quality
throughout the franchise system."" 9 Another stated,
trademarks are built by offering a consistent level of quality at a
reasonable price and clearly communicating that value to
consumers. When the trademark owner fails to assure that a
consistent level of quality is being maintained, and random changes
in the quality level occur, the mark no longer signifies one certain
standard of quality for the consumer .... [A] trademark's value
depends on its ability to create consumer reliance on the quality of
the goods bearing the mark. This ability is undermined when the
trademark owner does not actually control the quality of all goods
produced under a licensing agreement.12 °
A familiar example illustrates the point well.
[O]ne major advantage of a franchise is the information it provides
to consumers: when I take my family to a McDonald's I know what
to expect, no matter where it is located. Thus, it would be
worthwhile for McDonald's to spend a fair sum to maintain this
situation and to curtail any local variation.'
To achieve consistency, the franchise agreement will usually describe in
detail the standards that the franchisee must follow in most areas of the
operation of its business.'22
118. See, e.g., Schumacher et al., supra note 36, at 10 ("A franchisor typically invests
enormous sums in its trademark or service mark and accompanying system, which guide the public
to a particular product and service experience and assist franchisees with delivering that experience.
Brand development will not be successful, however, until a fianchisor ensures consistency across
its system."); see also id. ("By enforcing system standards, a franchisor can achieve product and
service consistency and ensure the continued viability of its mark and the attendant economic
benefits from 'a network of stores whose very uniformity and predictability attracts customers."')
(quoting Principe,631 F.2d at 309).
119. Rudnick, supra note 7, at 10.
120. Michael Anthony Arciero, Review Essay: The Growing Risk of Self-Dilution, 12 J.
CONTEMP. LEGAL ISSUES 213, 213-14 (2001).

121. Curran & Stanworth, supranote 84, at 57.
122. See Hershman & Caffey, supra note 117, at 78-79; Schumacher et al., supra note 36, at
11-12 ("In a business format franchise, standards typically address factors that both affect sales and
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Therefore, the franchising trademark owner has two very significant
reasons to employ quality control measures.'23 First, from a practical
perspective, the success of the business depends on a consistent and
uniform level of quality throughout the franchise system. 24 Second, the
franchisor, as a trademark licensor, may lose its legal rights in the
trademark if it fails to control the nature and quality of the goods or
services sold by its franchisees. 25 It is clear that the practical business
need to maintain quality and consistency throughout the franchise creates
the same results with or without the quality control requirement of
trademark law.
Therefore, the quality control requirement should be abandoned in the
context of business format franchising so that licensing trademark owners
will be free to market their goods and services at quality levels consistent
with their own business judgment. 26 The implied assumption behind this
argument is that the market will create quality and consistency on its own,
because licensors have a competitive and economic incentive to produce
the highest quality products possible. 2 7 As one commentator explained,
help control expenses. Uniformity of product and its delivery in a wholesome, healthy environment
is the hallmark of a franchise business and increases sales by attracting customers.").
The covered areas generally include the business facility's equipment, fixtures,
and condition and appearance and periodic maintenance and repair; authorized and
required products and services and product and service categories; designated or
approved suppliers from which the franchisee may procure operating assets and
supplies; standards of service; appearance of employees; use and display of
trademarks and service marks; terms and conditions of the sale and delivery of,
and terms and methods of payment for, goods and services that the franchisee
obtains from the franchisor or affiliated suppliers; insurance requirements;
production, presentation, packaging, and delivery of products and services; sales,
marketing, advertising, and promotional programs and materials and media used
in these programs; authorized warranties and obligations to honor warranties
issued by other franchisees; the franchisee's operational control and management;
business hours; form and reports; signs, posters, and displays; staffing levels,
management issues, and employee performance; credit practices and acceptance
of credit and debit cards; and compliance with specific laws and regulations.
Hershman & Caffey, supranote 117, at 79.
123. See Finkelstein & Bussert, supranote 36, at 38-39; Schumacher et al., supranote 36, at
10.
124. Finkelstein & Bussert, supra note 36, at 39; see Schumacher et al., supranote 36, at 1112.
125. Finkelstein & Bussert, supra note 36, at 39; see Schumacher, Dunham, & Schweickert,
supra note 36, at 10-11.
126. See Parks, supranote 8, at 558; see also id.at 559.
127. See id.at 559.
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[e]ven in the absence of a "quality requirement," licensors will have
the competitive, economic incentive to produce the highest quality
products at the lowest possible prices. Substandard quality or
artificially high prices will result in fewer sales. As with unlicensed
products, "competitive self-interest.., imposes a certain minimum
level of quality below which [licensors] cannot profitably go."' 2 8
Other commentators have agreed that the market will create quality and
consistency. 2 9 At least one commentator has argued that the market (rather
than legal doctrine) is a better mechanism to protect consumers by
ensuring product quality and consistency. 30 In essence, application of the
quality control requirement to business format franchising is redundant
and unduly harms consumers. 3 ' In In reN.A.D., the U.S. Court of Appeals
for the Federal Circuit recognized this fact and stated, "[i]f market forces
promise to enforce the quality control consumers will need to use the mark
in their purchasing decisions, then market forces - as opposed to legal
doctrine - should be allowed to control trademark licensing practices."' 32
Allowing the market to regulate itself will result in the same levels of
quality and consistency, at least in the context of business format
franchising, without resulting in the pitfalls of a broadly applicable quality
control requirement. The quality control requirement creates numerous
practical problems for courts and licensors. Moreover, use of the rule
against naked licensing as a defense to infringement allows the use of two
similarly confusing trademarks, causing deception of the public.
All trademarks indicate source, enabling the public to make purchasing decisions
based on the reliability of that source. In situations where a licensor chooses to
lower or vary quality standards, the licensed mark performs its function
particularly well, exposing the licensor as a source that cannot be relied upon for
consistently high grade products. Collective purchasing decisions will determine
whether the licensor's quality standards are appropriate (that is, profitable).
Prevailing market conditions dictate appropriate standards of value based upon
quality and price. There is no reason to alter the free market equation by imposing
an artificial quality requirement with respect to products produced pursuant to a
trademark license.
Id.
128. Id.
129. See, e.g., Schumacher et al., supra note 36, at 11-12; see also John P. Walsh, Days Inns
Focuses on Consistency, HOTEL & MOTEL MGMT., Feb. 17, 2003, at 3 ("'Consistency is the only
way to keep the consumer's trust, and the key to trust is consistency."') (quoting Joe Kane,
President and CEO of Days Inn).
130. See Gillespie, supra note 72, at 209.
131. See, e.g.,id. at209-12.
132. Id. at 212; see In re N.A.D., 754 F.2d 996 (Fed. Cir. 1985).
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2. The Tension Between Product Consistency and Conformance with
Local Culture
It is essential for a trademark owner to maintain consistency when
selling its product in new environments. First, the quality control
requirement of trademark licensing law mandates a certain level of
consistency. Second, the market and practical needs of the business will
create quality and consistency.
However, maintaining that consistency in the context of business
format franchising, whether international or domestic, may create conflicts
with local culture.' 33 As one commentator explained,
consistency may be critical to protecting the trademark, but it may
be carried to such extremes that it creates an inertia of its own ....
One important element of success in operating a franchise... is to
be able to make deviations from this demand for consistency to
satisfy local standards. Many of those deviations will be undertaken
to adjust to local culture.' 34
The quality control requirement should be abandoned in the context of
business format franchising so that franchisors will have the "breathing
room" necessary to adapt to local culture.
3. The Concept of Geographically Remote Trademark Uses
It may be argued that abandoning the quality control requirement in the
context of business format franchising will create two separate areas of
goodwill for the same trademark. Abandoning the quality control
requirement will allow a trademark owner to use its mark in different ways
(i.e., in ways associated with slightly different product characteristics) in
different geographical areas. However, this argument is inaccurate for two
reasons. First, the market will create some level of quality and consistency,
perhaps greater than that mandated by the quality control requirement.
Second, trademark law has long recognized that an identical or
confusingly similar trademark may be used in different ways in different
geographical areas. 135 Generally, common law trademarks are enforceable
only where they have come to be identified with the user's goods or
133. See Gordon, supranote 106, at 170.
134. Id. at 171.
135. See generally Thomas F. Cotter, Owning What Doesn't Exist, Where it Doesn't Exist:
Rethinking Two Doctrinesfrom the Common Law of Trademarks, 1995 U. ILL. L. REv. 487, 488513.
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services, a territory sometimes called the "zone of actual goodwill."' 36 The
common law trademark owner also has the right to exclude others from
using its trademark where consumers are deemed likely to identify the
mark with the user's goods or services in the future, a territory called the
"zone of natural expansion."'3
Outside of these territories, however, the common law trademark
owner may not enjoin the use of its mark. This is sometimes called the
"remote use" defense, because a defendant in an infringement action may
claim that his use of the trademark is not likely to cause confusion (and
therefore is not infringing) because it is geographically removed from the
plaintiffs use of the trademark. 3 ' For example, in Dawn Donut Co. v.
Hart'sFoodStores, Inc., the U.S. Court of Appeals for the Second Circuit
held that
because plaintiff and defendant use the mark in connection with
retail sales in distinct and separate markets and because there is no
present prospect that plaintiff will expand its use of the mark at the
retail level into defendant's trading area, we conclude that there is
no likelihood of public confusion arising from the concurrent use
of the marks and therefore the issuance of an injunction is not
warranted. 39
These doctrines do not apply directly to business format franchising
involving federally registered trademarks. However, they illustrate the
point that use of an identical trademark in different ways in different
geographical areas is not likely to cause confusion. This concept forms the
theoretical background for abandoning the quality control requirement in
the context of business format franchising.

IV. CONCLUSION

It has been the goal of this Article to argue that the quality control
requirement should be abandoned in the context of business format
franchising. The quality control requirement unjustly and illogically forces
inconsistent treatment of licensing and non-licensing trademark owners.
Moreover, imposition of the requirement creates a number of practical

136.
137.
138.
139.

Id. at 491-92.
See id. at 488-89, 505-08.
See, e.g., id. at 495-99.
Dawn Donut Co. v. Hart's Food Stores, Inc., 267 F.2d 358, 365 (2d Cir. 1959).
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problems for both trademark owners and courts and ultimately results in
two deceptive trademarks which may confuse and mislead the public.
It is also important to consider the role of local culture in business
format franchising; in a country as geographically expansive and culturally
diverse as the United States, domestic franchising can pose many of the
same cultural problems as international franchising. The failure to adapt
a franchisor's product to the local culture may cause rejection or
resentment. If the quality control requirement were abandoned in the
context of business format franchising, licensing trademark owners would
be free to market their goods and services at quality levels consistent with
their own business judgment, and the market would create fairly high
levels of consistency within franchise systems. Moreover, franchisors
would have "breathing room" to adapt to local cultures where necessary.
Franchisors must have this ability if they are to survive across diverse
cultures and societies.

